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SUBJECT: NEW IRS RULINGS ON TAX CREDITS FOR U.S. COMPANIES 
OPERATING IN CERTAIN COUNTRIES 

REF: LONDON 00863 

1 . THE JANUARY 16, 1978 IRS RULING DENIES THE FOREIGN 

TAX CREDIT IN THE CASE OF TAX SYSTEMS USING POSTED PRICES. 
THE RULING SPECIFICALLY INVOLVES SAUDI ARABIA AND LIBYA 
BUT WOULD APPLY IN ALL COUNTRIES USING ARTIFICIAL PRICES. 
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IT IS DIFFICULT TO SEE WHAT IMPACT IF ANY THE RULING WOULD 
HAVE WITH REGARD TO NORTH SEA OPERATIONS AND PETROLEUM 
REVENUE TAX. 

2. IRS COMMISSIONER KURTZ TESTIFIED IN JULY 1977 THAT 
UNDER U.S. LAW A FOREIGN TAX CREDIT WOULD PROBABLY BE 
DENIED FOR THE PRT. HOWEVER, THE PROPOSED US-UK TAX TREATY 
SPECIFICALLY MAKES THE PRT A CREDITABLE TAX. THE JANUARY 
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16, 1978 RULING WOULD NOT OVERRIDE THE PRT PROVISION IN 
THE PROPOSED US-UK TREATY. THE US WAS ADVISED BY THE UK 

IN ITS TAX TREATY NEGOTIATIONS, HOWEVER, THAT THE UK USES 
ARM'S LENGTH PRICES IN DETERMINING TAX LIABILITY UNDER 
THE PRT. IF THE UK AT SOME POINT DID NOT USE ARM'S- 
LENGTH PRICES OR OTHERWISE ALTERED THE PRT SUFFICIENTLY 
SO THAT THE TAX TREATY WOULD NOT APPLY, THEN, AS 
COMMISSIONER KURTZ STATED, THE PRT WOULD PROBABLY NOT 
BE CREDITABLE. VANCE 
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